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THOMPSON DUNAVANT PLC

Independent Auditor’s Report on Internal Control Over Financial Reporting and on Compliance
and Other Matters Based on an Audit of Financial Statements Performed in Accordance with

Government Auditing Standards

To the Chairperson and Members of the
Shelby County Board of Commissioners and
Mayor of Shelby County, Tennessee

We have audited the financial statements of the governmental activities, the business type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of Shelby County, Tennessee, as of and for the year ended June 30, 2005, and have issued
our report thereon dated November 18, 2005. We conducted our audit in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States.

Internal Control QOver Financial Reporting

In planning and performing our audit, we considered the County’s internal control over financial reporting
in order to determine our auditing procedures for the purpose of expressing our opinions on the financial
statements and not to provide an opinion on the internal control over financial reporting. Our consider-
ation of the internal control over financial reporting would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a reportable condition in
which the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that misstatements caused by error or fraud in amounts that would be material
in relation to the financial statements referred to above being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions. We
noted no matters involving the internal control over financial reporting and its operation that we consider
to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the County’s financial statements referred to
above are free of material misstatement, we performed tests of the County’s compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit, and accordingly, we do
not express such an opinion. The results of our tests disclosed no instances of noncompliance or other
matters that are required to be reported under Government Auditing Standards.
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We noted other matters involving the internal control over financial reporting that we have reported to
management in a separate letter dated November 18, 2005.

This report is intended solely for the information and use of the County Mayor and Commissioners,
management, the State of Tennessee, and federal awarding agencies and pass-through entities and is
not intended to be and should not be usgd by anyone other than these specified parties.

%ﬂf@b\ Dumavnict— (2.

Memphis, Tennessee
November 18, 2005



THOMPSON DUNAVANT PLC

Independent Auditor’'s Report on Compliance with Requirements Applicable to Each Major
Program and on Internal Control Over Compliance in Accordance With OMB Circular A-133

To the Chairperson and Members of the
Shelby County Board of Commissioners and
Mayor of Shelby County, Tennessee

Compliance

We have audited the compliance of Shelby County, Tennessee (the “County”) with the types of
compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to each of its major federal programs for the year ended
June 30, 2005. The County’s major federal programs are identified in the summary of auditors’ results
section of the accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, contracts, and grants applicable to each of its major federal programs
is the responsibility of the County’s management. Our responsibility is to express an opinion on the
County’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America: the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Govemments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and material effect
on a major federal program occurred. An audit includes examining, on a test basis, evidence about the
County’s compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.
Our audit does not provide a legal determination of the County’s compliance with those requirements.

In our opinion, the County complied, in all material respects, with the requirements referred to above that
are applicable to each of its major federal programs for the year ended June 30, 2005.

Internal Control Over Compliance

The management of the County is responsible for establishing and maintaining effective internal control
over compliance with requirements of laws, regulations, contracts, and grants applicable to federal
programs. In planning and performing our audit, we considered the County’s internal control over
compliance with requirements that could have a direct and material effect on a major federal program
in order to determine our auditing procedures for the purpose of expressing our opinion on compliance
and to test and report on the internal control over compliance in accordance with OMB Circular A-133.
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Our consideration of the internal control over compliance would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a reportable condition in
which the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that noncompliance with applicable requirements of laws, regulations,
contracts, and grants caused by error or fraud that would be material in relation to a major federal
program being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. We noted no matters involving the internal control over
compliance and its operation that we consider to be material weaknesses.

Schedules of Expenditures of Federal and State and Other Awards

We have audited the financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of Shelby County, Tennessee, as of and for the year ended June 30, 2005, and have issued
our report thereon dated November 18, 2005. Our audit was performed for the purpose of forming
opinions on the financial statements that collectively comprise the County’s basic financial statements.
The accompanying schedules of expenditures of federal and state and other awards are presented for
purposes of additional analysis as required by OMB Circular A-133, and are not a required part of the
basic financial statements. Such information has been subjected to the auditing procedures applied in
the audit of the basic financial statements and, in our opinion, is fairly stated, in all material respects, in
relation to the basic financial statements taken as a whole.

This report is intended solely for the information and use of the County Mayor and Commissioners,

management, the State of Tennessee, and federal awarding agencies and pass-through entities and is
not intended to be and should not be used by anyone other than these specified parties.

%zmox Dumennict— 2.

Memphis, Tennessee
November 18, 2005
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SHELBY COUNTY, TENNESSEE

Notes to the Schedules of Expenditures of Federal and State and Other Awards
June 30, 2005

Note 1 - Basis of presentation

The schedules of expenditures of federal and state and other awards include the transactions related to
the receipt of federal awards by Shelby County, Tennessee (the “County”) and its component units
receiving federal awards that do not issue separate financial statements under OMB Circular A-133.
Accordingly, the Shelby County Board of Education and the Shelby County Healthcare Corporation, both
component units of the County, are included in the schedule for the year ended June 30, 2005. The
schedule also includes transactions of the County related to the receipt of state awards and designated
contributions from individuals, corporations, foundations, and other groups. Such state awards and
designated contributions received by the County’s component units are not included in the schedule of
expenditures of federal awards.

The schedules of expenditures of federal and state and other awards are prepared on the modified
accrual basis of accounting, consistent with accounting for governmental type funds. Under this basis of
accounting, revenues are recognized when susceptible to accrual (i.e., when they are “measurable and
available”), which is generally when the allowable program expenditures are incurred. Expenditures and
transfers out are recorded when the related program liability is incurred, except for certain compensated
absences.

Note 2 - Reconciliation of the schedules of expenditures of federal and state
and other awards to the financial statements

The following is a reconciliation of expenditures per the schedules of expenditures of federal and state
and other awards to the expenditure balances in the grant fund, per the County’s financial statements.

Totals per Grant Activity Schedule:

Federal expenditures $ 91,469,742

Non-federal expenditures 3,033,394

State and other grants 19,140,924
Total Board of Education grants (18,001,962)
Total Shelby County Healthcare

Corporation grants (1,223,300)
Transfers to other funds (10,231,436)
Total to agree to general ledger $_84,187,362
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SHELBY COUNTY, TENNESSEE

Notes to the Schedules of Expenditures of Federal and State and Other Awards (Continued)
June 30, 2005

Note 3 - Non-cash assistance

Non-cash assistance is included in the schedules of expenditures of federal and state and other awards.
The amount received and expended in the current year is $798,259 and $764,547, respectively.

Note 4 - Program types

The threshold for distinguishing types A and B programs was $2,744,092.
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SHELBY COUNTY, TENNESSEE

Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2005

Summary of Audit Results

1.

The auditors’ report expresses an unqualified opinion on the financial statements of Shelby
County, Tennessee.

No reportable conditions relating to the audit of the financial statements are reported in the
Report on Internal Control Over Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements in accordance with Government Auditing
Standards.

No instances of noncompliance material to the financial statements of Shelby County,
Tennessee were disclosed during the audit.

No reportable conditions or material weaknesses were noted during the audit of the major
federal award programs.

The auditor’s report on compliance for the major federal award programs for Shelby County,
Tennessee expresses an unqualified opinion on all major federal programs.

Audit findings that are required to be reported in accordance with OMB Circular A-133 are
reported in this schedule. The audit did not disclose any audit findings related to major
programs that are required to be reported under OMB Circular A-133.

The programs tested as major programs included:

84.027 IDEA B (Special Education-Grants to States)
84.173a IDEA B (Special Education-Preschool Grants)
93.243 SAMHSA Co-Occurrence

93.563 Child Support IV-D

93.568 LIHEAP

The threshold for distinguishing Type A and B programs was $2,744,092.

Shelby County, Tennessee was determined to be a low risk auditee.
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SHELBY COUNTY, TENNESSEE

Schedule of Findings and Questioned Costs (Continued)
For the Year Ended June 30, 2005

Findings - Financial Statement Audit
NONE
Findings and Questioned Costs - Major Federal Award Programs Audit

NONE
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SHELBY COUNTY, TENNESSEE

Summary Schedule of Prior Year Audit Findings
June 30, 2005

There were no prior year audit findings.
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